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TennCare Il Demonstration: Amendment 42
Executive Summary

In Amendment 42, Tennessee proposes to convert the federal share of its Medicaid funding relating to
providing its core medical services to its core population to a block grant. This innovative proposal
reimagines the Medicaid financing structure in ways that emphasize state accountability for effective
program management, while incentivizing performance and ensuring that financial responsibility for
Tennessee’s Medicaid program continues to be equitably shared between the state and the federal
government.

The traditional model of Medicaid financing is an outdated model of fundamentally misaligned
incentives. In the current framework, states that spend more money receive additional federal dollars,
while states that strive to control costs and reduce spending receive reductions in federal funding. New
models of Medicaid financing are needed that reward states for promoting value and health, not merely
spending more money.

Tennessee’s Medicaid program already operates under an 1115 demonstration waiver (known as
“TennCare”). Under this demonstration, Tennessee operates one of the most cost-effective Medicaid
programs in the nation, routinely underspending the federal government’s projections for what
Tennessee’s Medicaid program would cost without the 1115 demonstration (otherwise known as the
state’s “budget neutrality cap”) and saving the federal government and taxpayers billions of dollars.

In this amendment, Tennessee proposes to demonstrate how, by using the federal government’s
projections for the state’s program costs without the 1115 demonstration as the basis for its block grant
amount, the incentives between the state and federal government can be appropriately realigned so
that TennCare can invest in and realize even better health outcomes for the Tennesseans it serves.
Consistent with the block grant framework, Tennessee proposes that in any year in which the state
underspends its block grant, the state and the federal government share in the resulting savings. This
opportunity to share savings with the federal government appropriately recognizes the state’s efforts to
contain costs and improve program quality, while providing a meaningful incentive to continue building
on those efforts to make TennCare a stronger and more effective program.

Key features of the state’s proposal include:
e No reductions in who is eligible for or what benefits are currently provided in TennCare.
e The proposed block grant will be calculated based on average TennCare enrollment during State
Fiscal Years 2016, 2017, and 2018, then multiplied by the federal government’s projections of

what Medicaid costs would be in Tennessee absent the existing TennCare demonstration (the
“Without Waiver” projections currently used to calculate budget neutrality).
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e Any year in which TennCare’s enrollment grows beyond its average enroliment during the base
period of 2016 through 2018, the block grant amount will be adjusted on a per capita basis to
compensate the state for this enrollment growth. This per capita adjustment ensures the state
will continue to be able to provide medical assistance to all eligible individuals, regardless of
changes in the economy or other factors outside the state’s control.

e The amount of the block grant will be inflated annually to account for year-over-year price
inflation. The inflator factor will be based on Congressional Budget Office projections of growth.

e In any year in which the state underspends the block grant amount, the state will retain 50
percent of the federal share of those savings.

e Any savings achieved under the block grant will be reinvested in the TennCare program with no
requirement that the state must first spend state dollars in order to spend these shared savings.
The state will also seek the authority to invest in the health of its enrollees, not just their
healthcare.

o The costs driving the block grant calculation will only be those covering core medical services to
TennCare’s core population. All other expenses (e.g., costs of services provided under the
state’s 1915(c) waivers, costs of targeted case management services provided to children in
state custody, administrative costs, uncompensated care payments to hospitals) will be
excluded from the block grant and continue to be financed through the processes and
mechanisms currently in place. In addition, the cost of outpatient pharmacy services will also be
excluded from the block grant calculation.

o All costs excluded from the block grant calculation will continue to be funded in the same
manner in which they are currently funded with the same levels of federal match provided
based on the FMAP for the applicable year.

e Under the block grant, the state would also have flexibility from excessive or unnecessary
federal intervention in its Medicaid program. These flexibilities will allow the state to administer
its program more effectively to promote the health of TennCare members.

o The flexibilities requested by the state are focused primarily on issues that will empower the
state to implement improvements, efficiencies, and other reforms to make TennCare stronger
and more effective, without negatively impacting who is eligible for the program or what
services they may be eligible to receive.

e The costs associated with any new population the state opts to cover in the future, even if it
would otherwise be considered a core population, will be excluded from the block grant
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calculation for a period of years until the state has enough experience paying for services for
this population to update the block grant formula in a financially sound manner.

Tennessee’s Medicaid block grant proposal represents a natural progression of the state’s history of
nationally recognized innovation and financial management. It also ensures that TennCare members
continue to receive high-quality, cost-effective care well into the future.

It is a bold and ambitious proposal that holds Tennessee accountable for continued leadership in
innovation, high-quality care that improves health, and rigorous fiscal stewardship. It challenges the
federal government to make good on its commitment to more fully partner with states to move past
unnecessary administrative and regulatory burdens.

Tennessee is volunteering to be the leader in reforming the financial incentives in Medicaid to show that
it is not only possible but desirable to ensure that states are relentlessly driving quality in care, efficiency
in program administration, innovation in serving enrollees, and sustainability in how we serve some of
our most vulnerable residents.



